AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE 

PROVINCIAL LEGISLATURE AND THE COUNCIL ON OVERSTRAND MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Overstrand Municipality, which 
comprise the statement of financial position as at 30 June 2010, and the statement of 
financial performance, statement of changes In net assets and cash flow statement for the 
year then ended, a summary of significant accounting policies and other explanatory 
information, as set out on pages 2 to 58 and 64. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and in the manner required by the Local 
Government; Municipal Finance Management Act. 2003 (Act No. 56 of 2003) (MFMA) and 
the Division of Revenue Act, 2009 (Act No. 1 2 of 2009) (DoRA). This responsibility 
includes: designing, implementing and maintaining internal control relevant to the 
preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; selecting and applying appropriate accounting 
policies; and making accounting estimates that are reasonable in the circumstances. 

Auditor-General's responsibility 

3. As required by section 1 88 of the Constitution of South Africa, 1 996 (Act No. 1 08 of 1 996) 
and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), my 
responsibility is to express an opinion on these financial statements based on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1 570 of 2009 \ss\je6 in Government Gazette 32758 of 27 November 2009. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity's internal control. An audit also includes evaluating the appropriateness of 
accounting policies used and the reasonableness of accounting estimates made by 
management, as well as evaluating the overall presentation of the financial statements. 
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6. Paragraph 11 et seq. of the Standard of Generally Recognised Accounting Practice GRAP1 
Presentation of Financial Statements requires that financial reporting by entities shall 
provide information on whether resources were obtained and used in accordance with the 
legally adopted budget. As the budget reporting standard is not effective for this financial 
year, I have determined that my audit of any disclosures made by the municipality in this 
respect will be limited to reporting on non-compliance with this disclosure requirement. 

7. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 

Opinion 

8. In my opinion, the financial statements present fairly, in all material respects, the financial 
position of the Overstrand Municipality as at 30 June 2010 and its financial performance and 
its cash flows for the year then ended, in accordance with SA Standards of GRAP and in the 
manner required by the MFMA and DoRA. 

Emphasis of matter 

9. I draw attention to the matters below. My opinion is not modified in respect of these matters 

Restatement of corresponding figures 

10. As disclosed in note 2 to the financial statements, the corresponding figures for 

30 June 2009 have been restated as a result of errors discovered during 2010 in the 
financial statements of the Overstrand Municipality at, and for the year ended, 

30 June 2009. 

Material losses 

1 1 . As disclosed in note 54 to the financial statements, material water losses to the amount of 
R9 195 433 (27.43%) was incurred. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

12. As required by the PAA and In terms of General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009, 1 include below my findings on the report on 
predetermined objectives, compliance with the following laws and regulations: MFMA, 

DoRA, Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) (MSA) and 
financial management (internal control). 

Predetermined objectives 

Material findings on the report on predetermined objectives, as set out on pages XX to XX are 

reported below; 

Non-compliance with regulatory requirements and reporting requirements 

Comparison with previous year’s performance 
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13. The annual performance report prepared by the municipality does not reflect a comparison 
of the performance of the municipality during the financial year with targets set for and 
performances in the previous financial year In terms of section 46(1 )(b) of the MSA. 
Furthermore measures taken to improve performance are not disclosed in terms of section 
46(1 )(c) of the MSA. 

Indicators per the integrated development plan (IDP) inconsistent with the indicators 
reflected in the service delivery and budget implementation plan (SDBIP) 

14. Twenty nine (29%) of performance indicators in the IDP is not aligned with the SDBIP as 
required by section 38(a) of the MSA, as the changes made to the SDBIP to correctly 
reflect the performance indicators were not reconciled to the IDP. 

Usefulness of reported information 

The following criteria were used to assess the usefulness of the planned and reported 
performance; 

• Consistency: Has the municipality reported on its performance with regard to its 
objectives, indicators and targets in its approved integrated development plan, i.e. are 
the objectives, indicators and targets consistent between planning and reporting 
documents? 

• Relevance: Is there a clear and logical link between the objectives, outcomes, outputs, 
indicators and performance targets? 

• Measurability: Are objectives made measurable by means of indicators and targets? Are 
indicators well defined and verifiable, and are targets specific, measurable, and time 
bound? 

The following audit findings relate to the above criteria: 

Reported performance targets not specific 

15. For the selected development priorities / objectives, 86% of the targets reflected in the 
annual performance report that are expressed as a percentage were not specific as the 
nature and required level of performance were not clearly defined. It is therefore not clear 
from the annual performance report how the percentages are derived when the targets 
were initially determined. 

Changes to planned performance not disclosed in the annual performance report 

16. For the selected development priorities / objectives, i.e. "Provision and maintenance of 
municipal services" and "Creation and maintenance of a safe and healthy environment", all 
changes to planned KPIs per the 2009/10 IDP were not disclosed / explained in the annual 
performance report (100% of indicators and targets reviewed). 

Compliance with laws and regulations 

Supply Chain Management (SCM) Regulations 
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17. The municipality’s SCM policy is not consistent with SCM regulation 13(1)(c), as it states 
that it will only obtain proof of whether persons are in the service of the state for written 
quotations and bids greater than R30 000. This has resulted in the municipality transacting 
with a supplier whose director is in the service of the state. 

INTERNAL CONTROL 

1 8. I considered internal control relevant to my audit of the financial statements and the report 
on predetermined objectives as well as compliance with the MFIWA, DoRA and MSA, but 
not for the purpose of expressing an opinion on the effectiveness of internal control. 

19. The matters reported below are limited to the significant deficiencies regarding the findings 
on the report on predetermined objectives. 

Leadership 

20. The accounting officer did not exercise sufficient oversight responsibility to ensure that the 
strategic documents (the IPD and the SDBIP) and the reported predetermined objectives 
were aligned, in compliance with laws and regulations and internal control. 

21 . Furthermore, actions were not taken to address the risks relating to the completeness of 
performance reporting, as findings raised in the prior year recurred. 

OTHER REPORTS 

Investigations in progress 

22. Allegations of irregular procurement of goods and / or services, including a possible conflict 
of interest at Hermanus Waste Water Treatment Works and also the Water Purification 
Works. Two companies regularly supplying quotations did not exist as all the contact 
information on the quotations were fictitious. 

23. There are alleged fraudulent claims in respect of the Working for Water project carried out 
on behalf of the Department of Water Affairs and Forestry. Allegations of negligence and 
breach of fiduciary duty is under Investigation. 

Investigations completed during the financial year 

24. An investigation was performed in respect of allegations of irregular procurement of goods 
and / or services, including a possible conflict of interest matter at the Hermanus Waste 
Water Treatment Works and also the Water Purification Works. The investigation resulted 
in criminal proceedings being instituted against two employees; one employee has 
subsequently resigned while the other employee was dismissed. 



25. An investigation was performed in respect of supply chain management irregularities 
relating to repair work carried out at the Stanford Administrations. Quotations were 
fabricated using the names of service providers without their knowledge. The investigation 
resulted in criminal proceedings being Instituted against one of the employees; however the 
state prosecutor opted not to prosecute. The one employee has since left the municipality 
while the other was re-instated based on a successful appeal but new disciplinary 
measures will be instituted against this employee. 


Cape Town 



30 November 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 

Audifing lo build public confidence 
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